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April  10,  1996 

MEMORANDUM  FOR  UNDER  SECRETARY  OF  DEFENSE  (COMPTROLLER) 

AND  CHIEF  FINANCIAL  OFFICER 
DIRECTOR,  DEFENSE  FINANCE  AND  ACCOUNTING 
SERVICE 

SUBJECT:  Audit  Report  on  Inspector  General,  DoD,  Oversight  of  the  Army  Audit 
Agency  Examination  of  the  Army's  Financial  Statements  for  Fiscal  Years 
1995  and  1994  (Report  No.  96-094) 


We  are  providing  this  audit  report  for  your  information  and  use  and  for 
transmittal  to  the  Director,  Office  of  Management  and  Budget.  It  includes  our 
endorsement  of  the  Army  Audit  Agency  (AAA)  disclaimer  of  opinion  on  the  Army's 
financial  statements  for  FYs  1995  and  1994,  along  with  the  AAA  audit  report, 
"Examination  of  the  Army's  Financial  Statements  for  Fiscal  Years  1995  and  1994. " 

An  audit  of  the  Army's  financial  statements  is  required  by  the  Chief  Financial  Officers 
Act  of  1990,  as  amended  by  the  Federal  Financial  Management  Act  of  1994.  Since 
this  report  contains  no  recommendations,  comments  are  not  required. 

We  appreciate  the  courtesies  extended  to  the  audit  staff.  Questions  on  the  audit 
should  be  directed  to  Mr.  Richard  B.  Bird,  Audit  Program  Director,  at  (317)  542-3859 
(DSN  699-3859),  or  Mr.  John  J.  Vietor,  Audit  Project  Manager,  at  (317)  542-3855 
(DSN  699-3855).  See  Appendix  E  for  the  report  distribution.  The  audit  team 
members  are  listed  inside  the  back  cover. 


Robert  J.  Lieberman 
Assistant  Inspector  General 
for  Auditing 
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April  10, 1996 


Inspector  General,  DoD,  Oversight  of  the 
Army  Audit  Agency  Examination  of  the 
Army's  Financial  Statements  for 
Fiscal  Years  1995  and  1994 


Executive  Summary 


Introduction.  The  Chief  Financial  Officers  Act  of  1990,  as  amended  by  the  Federal 
Financial  Management  Act  of  1994,  requires  an  audit  of  the  Army's  financial 
statements.  We  delegated  die  audit  of  the  FY  1995  Army  financial  statements  to  the 
Army  Audit  Agency  on  May  16,  1995.  This  report  provides  our  endorsement  of  the 
Army  Audit  Agency  disclaimer  of  opinion  on  the  Army's  financial  statements  for  FYs 
1995  and  1994,  along  with  the  Army  Audit  Agency's  report,  "Examination  of  the 
Army's  Financial  Statements  for  Fiscal  Years  1995  and  1994." 

Audit  Objective.  The  audit  objective  was  to  determine  the  accuracy  and  completeness 
of  the  audit  of  the  FYs  1995  and  1994  Army  financial  statements  conducted  by  the 
Army  Audit  Agency. 

Audit  Results.  The  Army  Audit  Agency  examination  of  the  FYs  1995  and  1994  Army 
financial  statements,  dated  March  15,  1996,  stated  that  the  Army  Audit  Agency  was 
unable  to  express  an  opinion  on  the  financial  statements.  We  concur  with  the  Army 
Audit  Agency's  disclaimer  of  opinion;  our  endorsement  of  that  disclaimer  is  in 
Appendix  A.  The  Army  Audit  Agency's  report,  "Examination  of  the  Army's  Financial 
Statements  for  Fiscal  Years  1995  and  1994,"  is  in  Appendix  B. 

Summary  of  Recommendations  and  Management  Comments.  This  report  contains 
no  recommendations  that  are  subject  to  resolution  in  accordance  with  DoD  Directive 
7650.3.  Accordingly,  comments  are  not  required. 
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Memorandum 


INSPECTOR  GENERAL 

DEPARTMENT  OF  DEFENSE 
400  ARMY  NAVY  DRIVE 
ARLINGTON,  VIRGINIA  22202-2884 

WAR  1  9  1995 

MEMORANDUM  FOR  UNDER  SECRETARY  OF  DEFENSE  (COMPTROLLER) 
AND  CHIEF  FINANCIAL  OFFICER 
DIRECTOR,  DEFENSE  FINANCE  AND  ACCOUNTING 
SERVICE 

SUBJECT:  Endorsement  of  the  Disclaimer  of  Opinion  on  the  FYs  1995  and  1994  Army 
Principal  Financial  Statements  (Project  No.  5FI-2023) 


The  Chief  Financial  Officers  Act  of  1990,  as  amended,  requires  financial  statement 
audits  by  the  statutory  Inspectors  General.  On  May  16,  1995,  we  delegated  to  the 
Army  Audit  Agency  (AAA)  the  audit  of  the  FY  1995  Army  principal  financial 
statements.  Summarized  below  are  the  AAA  opinion  letter  on  the  FYs  1995  and  1994 
Army  principal  financial  statements  and  the  results  of  our  review  of  the  audit  conducted 
by  AAA.  We  endorse  the  disclaimer  of  opinion  expressed  by  AAA  (Enclosure)  in  its 
audit  of  the  FYs  1995  and  1994  Army  principal  financial  statements. 


Disclaimer  of  Opinion 

The  AAA  examination  of  the  FYs  1995  and  1994  Army  principal  financial  statements, 
dated  March  15,  1996,  stated  that  AAA  was  unable  to  express  an  opinion  on  the 
FYs  1995  and  1994  Army  principal  financial  statements.  We  concur  with  the  AAA 
disclaimer  of  opinion. 

The  primary  reason  that  prevented  the  AAA  from  performing  the  audit  was  the 
inadequate  accounting  systems  used  to  compile  the  Army's  principal  financial 
statements.  The  accounting  systems  do  not: 

o  have  integrated,  transaction-driven  general  ledgers; 

o  have  audit  trails; 

o  support  amounts  for  several  types  of  assets,  liabilities,  and  expenses; 

o  adequately  capture  the  value  of  Government  property  furnished  to 
contractors; 

o  capture  the  values  of  equipment  and  real  property  owned  by  field  units  and 
installations;  and 

o  have  complete  or  accurate  data  for  wholesale  assets. 

While  inadequate  accounting  systems  were  the  primary  reason  for  the  AAA  disclaimer 
of  opinion,  procedural  and  compliance  problems  also  contributed  to  the  lack  of  reliable 
balances  on  the  FYs  1995  and  1994  Army  principal  financial  statements.  Procedural 
and  compliance  problems  included  the  following. 

o  The  reported  value  for  unserviceable  equipment  awaiting  repair  was 
overstated  because  Army  procedures  were  not  followed  and  these  assets  were  not 
reported  at  full  standard  price,  less  the  required  reduction  for  repair  costs. 
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o  The  DFAS  Indianapolis  Center  did  not  adequately  address  or  could  not 
explain  large  variances  from  one  fiscal  year  to  the  next  in  several  account  balances. 

o  The  Under  Secretary  of  Defense  (Comptroller)  has  issued  guidance 
conflicting  with  that  issued  by  the  Office  of  Management  and  Budget  (OMB).  For 
example,  DoD  policy  prevents  the  Army  from  following  OMB  reporting  requirements 
for  probable  contingent  liabilities. 

Inadequate  accounting  systems  resulted  in  disclaimers  of  opinion  for  the  FYs  1991, 
1992,  1993  and  1994  Army  principal  financial  statements.  Inadequate  accounting 
systems  still  existed  in  relation  to  the  FY  1995  financial  statements  and  were  the  major 
reason  that  the  audit  could  not  be  performed  and  an  audit  opinion  issued. 

Internal  Controls  and  Compliance  With  Laws  and  Regulations 

Internal  controls  did  not  fully  protect  the  Army’s  assets,  ensure  compliance  with  laws 
and  regulations,  and  ensure  that  the  fincial  statements  contained  no  material 
misstatements.  Procedural  and  compliance  problems  contributed  to  the  lack  of  reliable 
amounts  on  the  Army’s  financial  statements.  As  a  result,  the  risk  of  material  financial 
misstatements  is  high.  The  Army  and  the  Defense  Finance  and  Accounting  Service 
have  recognized  these  weaknesses  and  reported  them  in  their  FY  1995  Annual 
Statements  of  Assurance  on  management  controls. 


Review  of  Army  Audit  Agency  Work 

To  fulfill  our  responsibilities  under  the  Chief  Financial  Officers  Act  for  determining  the 
accuracy  and  completeness  of  the  independent  audit  conducted  by  the  AAA,  we: 

o  evaluated  qualifications  and  independence  of  AAA  auditors, 

o  reviewed  the  AAA  approach  and  planning  of  the  audit,  and 

o  monitored  progress  of  the  audit  at  key  points. 

In  addition  to  the  above  oversight  procedures,  we  also  performed  other  procedures 
deemed  necessary  to  determine  the  fairness  and  accuracy  of  the  audit  approach  and 
conclusions. 


We  conducted  our  review  of  the  AAA  audit  of  the  FYs  1995  and  1994  Army  principal 
financial  statements  in  accordance  with  generally  accepted  Government  auditing 
standards  from  May  16,  1995,  through  March  15,  1996.  We  found  no  indication  that 
we  could  not  rely  on  the  AAA  opinion  on  the  Army  principal  financial  statements  and 
its  related  evaluations  of  internal  controls  and  compliance  with  laws  and  regulations. 


.1 _ y*  *  •  < _ 


Robert  J.  Lieberman 
Assistant  Inspector  General 
for  Auditing 


Enclosure 
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DEPARTMENT  OF  THE  ARMY 
OFFICE  OF  THE  AUDITOR  GENERAL 
3101  PARK  CENTER  DRIVE 
ALEXANDRIA,  VA  22302-1596 


Secretary  of  the  Army 


In  accordance  with  the  Chief  Financial  Officers  Act  of  1990, 
as  amended  by  the  Government  Management  Reform  Act  of  1994, 
the  Army  prepared  the  accompanying  Principal  Financial 
Statements  for  the  fiscal  years  ended  30  September  1995  and 
1994.  As  delegated  by,  and  in  coordination  -with,  the 
Inspector  General,  DOD,  we  were  engaged  to  audit  the 
statements,  including  an  evaluation  of  related  internal 
controls  and  compliance  with  laws  and  regulations. 

We  were  unable  to  express  an  opinion  on  the  Army's  Financial 
Statements  for  the  fiscal  years  ended  30  September  1995  and 
1994.  The  main  reasons  for  our  disclaimer  were  inadequate 
accounting  systems,  lack  of  audit  trails,  and  unsupported 
amounts  for  several  types  of  assets,  liabilities,  and 
expenses.  Procedural  and  compliance  problems  also 
contributed  to  the  lack  of  reliable  amounts  on  the  Army's 
financial  statements.  We  present  details  on  our  disclaimer 
reasons  in  the  Significant  Matters  section  below. 

Internal  controls  weren't  fully  effective  to  protect  the 
Army's  assets,  ensure  compliance  with  laws  and  regulations, 
and  ensure  there  were  no  material  misstatements  in  the 
financial  statements.  As  a  result,  the  risk  of  material 
financial  misstatements  is  high.  The  Army  and  the  Defense 
Finance  and  Accounting  Service  have  recognized  these 
weaknesses  and  reported  them  in  their  FY  95  annual  assurance 
statements  on  management  controls.  We  present  details  in 
our  separate  report  on  internal  controls  and  compliance  with 
laws  and  regulations. 

Financial  data  in  the  Overview  and  the  Supplemental 
Financial  and  Management  Information  sections  of  the  Army's 
FY  95  Annual  Financial  Report  was  derived  from  the  same 
sources  as  the  financial  statements  and,  therefore,  may  not 
be  reliable. 

The  Defense  Finance  and  Accounting  Service  is  primarily 
responsible  for  correcting  the  Army's  accounting  system 
deficiencies.  However,  the  Inspector  General,  DOD. 
challenged  the  Accounting  Service's  existing  strategy  for 
overcoming  these  deficiencies  in  a  draft  report  issued  on 
29  December  1995  to  the  Under  Secretary  of  Defense 
(Comptroller) .  Action  taken  as  a  result  of  the  Inspector 
General's  report  will  have  a  direct  effect  on  how  and  when 
the  Army  will  have  auditable  accounting  data. 
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SIGNIFICANT  MATTERS 


Our  work  showed  that  the  Army  continues  to  experience  major 
financial  reporting  problems.  The  most  significant  of  these 
problems  severely  limited  our  audit  scope  and  caused  us  to 
issue  a  disclaimer  of  opinion  on  the  financial  statements. 
However,  we  also  noted  specific  areas  of  progress.  We 
summarize  the  main  reasons  for  disclaimer  and  the  progress 
areas  in  the  following  paragraphs.  More  detailed 
discussions  on  these  subjects,  including  specific 
recommendations,  are  in  the  supporting  audit  reports  issued 
separately. 


Main  Reasons  for  Disclaimer 

The  following  accounting  system  and  procedural  problems 
disclosed  by  our  audits  (both  current  and  prior)  are  the 
main  reasons  we  couldn't  issue  an  opinion. 


Accounting  Systems 

Deficiencies  in  the  Army's  accounting  systems  constitute  the 
major  reason  for  our  inability  to  render  an  audit  opinion. 

The  accounting  systems  don't  have  integrated,  transaction- 
driven  general  ledgers.  Consequently,  data  for  physical 
assets  in  the  Army's  financial  statements  are  compiled  using 
"work-around"  procedures  and  data  from  management  systems 
not  intended  and  not  suitable  for  financial  reporting. 

The  accounting  systems  also  don't  produce  account -oriented 
transaction  files  (subsidiary  ledgers) .  Therefore,  the 
audit  trails  needed  to  verify  the  values  reported  for  cash- 
based  accounts  on  the  Army's  financial  statements  don't 
exist,  and  these  statement  balances  aren't  auditable. 
(Cash-based  accounts  reported  on  the  Army's  statements  for 
FY  95  included  about  $3.9  billion  in  accounts  receivable  and 
accounts  payable,  and  about  $60.8  billion  in  expenses.) 

Government  Furnished  Property.  The  Army's  accounting 
systems  don't  adequately  capture  the  value  of  government 
property  furnished  to  contractors.  In  prior  audits,  we 
recommended  that  the  Army  use  contractor  reports  as  an 
alternate  source  for  reporting  the  value  of  government 
furnished  property.  Because  the  data  in  these  reports  was 
prepared  from  the  accountable  records,  which  the  contractor 
maintains,  we  concluded  that  it  was  more  representative  than 
the  figures  available  from  the  Army's  accounting  systems. 

The  Army  agreed  to  use  the  contractors'  reports,  but  for  FY 
95  it  didn't  enter  the  value  of  property  related  to  Army- 
administered  contracts  into  the  DOD  database  for  government 
furnished  property.  As  a  result.,  the  database,  contained 
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contractor- reported  amounts  only  for  the  Army's  DOD- 
administered  contracts,  and  the  total  value  reported  for 
government  furnished  property  on  the  Army's  FY  95  financial 
statements  was  misstated.  We  couldn't  determine  the  exact 
amount  of  the  misstatement,  but  a  comparison  of  the  amounts 
reported  in  FY  94  and  FY  95  provided  an  indication.  In 
FY  94,  using  all  of  the  contractors'  reports,  the  Army 
reported  about  $15.5  billion  for  government  furnished 
property.  The  reported  amount  for  FY  95  was  about 
$8.3  billion. 

Unit  and  Installation  Property.  The  Army's  accounting 
systems  didn't  capture  the  values  of  equipment  and  real 
property  owned  by  field  units  and  installations.  Instead, 
the  values  reported  in  the  Army's  financial  statements  for 
unit  and  installation-owned  assets  were  derived  from  asset 
management  and  physical  accountability  systems.  However, 
the  data  in  these  systems  wasn't  complete  or  accurate.  As  a 
result,  we  couldn't  verify  the  values  reported  on  the  Army's 
FY  95  financial  statements  for  equipment  in  the  possession 
of  units  (about  $82.6  billion),  real  property  (about 
$34.6  billion),  and  unit  assets  in  transit  (about 
$500  million) . 

Wholesale  Assets.  The  data  in  the  accounting  systems  for 
wholesale  assets  wasn't  complete  or  accurate.  Not  counting 
munitions,  wholesale  assets  reported  on  the  Army's  FY  95 
financial  statements  (assets  in  storage  at  depots;  assets  in 
transit  between  contractors,  depots  and  using  units;  and 
assets  on  loan  to  other  governmental  entities)  totaled  about 
$23.7  billion.  The  accounting  system  data  for  these  assets 
either  wasn't  used  for  financial  reporting,  or  was  used  to 
report  asset  values  but  wasn't  auditable  or  consistent.  The 
accounting  system  data  wasn't  reliable  or  auditable  because 
inventory  transactions  sometimes  weren't  properly  processed, 
and  transactions  rejected  by  the  accounting  systems  often 
weren't  properly  resolved.  This  occurred  in  part,  because 
logistics  and  financial  personnel  weren't  sufficiently 
knowledgeable  on  how  their  respective  processes  and  systems 
interact . 


Equipment  Awaiting  Repair 

The  reported  value  for  unserviceable  equipment  awaiting 
repair  was  overstated.  These  assets  were  reported  at  full 
standard  price  (about  $14.3  billion)  in  the  Commodity 
Command  Standard  System,  but  their  value  should  have  been 
reduced  by  the  estimated  costs  to  repair  them.  We  reported 
this  problem  last  year  for  the  FY  94  statements,  and  the 
Army  agreed  to  reduce  the  equipment  balance  by  the  estimated 
repair  costs.  However,  sufficient  corrective  action  wasn't 
taken.  Defense  accounting  offices  were  told  about  the  need 
to  revalue  the  assets,  but  Army  commodity  commands  weren't 
told  to  calculate  estimated  repair  costs.  As  a  result,  the 
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unserviceable  assets  were  still  valued  at  full  standard 
prices.  We  couldn't  determine  the  amount  of  the 
understatement,  but  two  of  the  commands  we  audited  projected 
maintenance,  costs  at  about  $729  million  over  5  years.  The 
full  price  value  of  the  unserviceable  reparables  at  these 
two  commands  was  about  $3.9  billion. 


Statement  Preparation 

The  process  the  Defense  Finance  and  Accounting  Service  used 
for  preparing  the  financial  statements  had  improved. 

Existing  controls  were  generally  enforced,  and  additional 
automated  procedures  were  employed  to  analyze  and  evaluate 
the  data.  Moreover,  some  detailed  reviews  were  conducted  to 
identify  and  explain  unexpected  balances  for  some  accounts -- 
especially  the  physical  asset  accounts.  However,  the 
Accounting  Service  didn't  adequately  address  or  couldn't 
explain  differences  in  several  cash-based  account  balances. 
Consequently,  unexplained  differences  exist  between  some 
account  balances  reported  on  the  Army' s  Statements  of 
Financial  Position  for  FY  94  and  FY  95.  For  example, 
advances  and  prepayments  to  Federal  agencies  decreased  from 
$641  million  to  $90  million;  accounts  payable  to  non- Federal 
agencies  increased  from  $64  million  to  $1.3  billion.  We 
didn't  audit  these  differences  in  detail,  but  their 
existence  is  a  potential  problem  indicator. 


Basis  of  Accounting 

Office  of  Management  and  Budget  Bulletin  94-01  (Form  and 
Content  of  Agency  Financial  Statements)  specifies  the  form 
and  content  for  financial  statements  prepared  pursuant  to 
the  requirements  of  the  Chief  Financial  Officers  Act.  This 
bulletin  incorporates  a  hierarchy  of  accounting  principles 
to  be  used  until  a  comprehensive  set  of  accounting  standards 
are  issued  by  the  Director  of  the  Office  of  Management  and 
Budget  and  the  Comptroller  General.  In  conflict  with  this 
policy,  the  Under  Secretary  of  Defense  (Comptroller) 
requires  the  Army  to  prepare  its  financial  statements 
according  to  a  hierarchy  that  begins  with  DOD  Guidance  on 
Form  and  Content  of  Financial  Statements.  The  DOD  guidance 
and  the  Office  of  Management  and  Budget  •  guidance  differ  in 
several  areas,  such  as  accounting  terminology,  the 
presentation  of  fund  balances  with  Treasury,  the 
presentation  of  war  reserves,  and  the  recording  of 
contingent  liabilities.  Because  the  other  conditions 
discussed  above  necessitated  a  disclaimer,  we  didn't  perform 
detailed  audit  work  to  quantify  the  effect  of  the  DOD 
guidance . 
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Contingent  Liabilities 

DOD  policy  prevents  the  Army  from  following  Office  of 
Management  and  Budget  reporting  requirements  for  probable 
contingent  liabilities.  Consequently,  the  Army  has  a 
significant  amount  of  liabilities  which  aren't  recorded  on 
its  Statement  of  Financial  Position.  As  of  30  September 
1995,  the  Army  estimated  its  probable  contingent  liabilities 
to  be  $14.6  billion,  and  this  amount  is  disclosed  in  the 
footnotes.  However,  the  Army  has  not  yet  developed  and 
implemented  procedures  to  ensure  that  all  such  liabilities 
are  identified,  and  it  has  acknowledged  that  additional 
liabilities  likely  exist.  In  addition,  for  the  past  2  years 
the  Army  has  estimated  its  probable  contingent  liabilities 
to  be  about  $25  billion.  Although  the  footnotes  don't 
provide  specific  information  to  explain  the  $10  billion 
reduction  for  FY  95,  we  were  told  that  it  occurred  because 
DOD  funds  would  be  used  for  one  of  the  major  cost  categories 
and  because  revised  cost  estimates  were  lower  for  some  other 
categories.  Due  to  the  DOD  policy  prohibiting  the  recording 
of  contingent  liabilities,  we  didn't  conduct  detailed  audit 
tests  to  fully  verify  the  reasonableness  of  the  Army's 
estimates  or  its  conclusions  on  funding  responsibility. 
Nevertheless,  the  liabilities  on  the  Statement  of  Financial 
Position  will  continue  to  be  misstated  until  DOD  changes  its 
policy. 


Progress  Areas 

Army  leaders  have  acknowledged  the  existence  of  significant 
problems  and  have  taken  actions  to  address  them.  The 
Defense  Finance  and  Accounting  Service  has  also  taken  some 
specific  action  to  improve  the  Army's  financial  statements. 

The  Army  Chief  of  Staff,  in  his  July  1995  "State  of  the 
Army"  message,  emphasized  the  need  for  all  Army  managers  to 
ensure  that  the  resources  entrusted  to  them  are  closely 
safeguarded  and  used  efficiently.  The  Under  Secretary  of 
the  Army,  in  a  June  1995  message  to  Army  managers,  stressed 
the  importance  of  ensuring  that  the  Army's  management 
controls  are  adhered  to.  Additionally,  by  continuing  to 
emphasize  the  Army's  Joint  Reconciliation  Program,  the 
Assistant  Secretary  of  the  Army  (Financial  Management  and 
Comptroller)  has  achieved  significant  progress  in  reducing 
unmatched  disbursements,  negative  unliquidated  obligations, 
and  outstanding  travel  advances. 

We  also  found  that  management  controls  were  sufficient  to 
ensure  accurate  reporting  of  wholesale  munitions,  valued  at 
about  $27.9  billion.  Inventory  transactions  processed  by 
the  Commodity  Command  Standard  System  were  accurate,  prices 
in  the  standard  system  used  to  value  munitions  items  were 
generally  accurate,  and  storage  activities  reported  accurate 
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balances  on  hand.  In  addition,  the  Army  made  progress  in 
resolving  its  military  pay  control  weaknesses,  and  the  U.S. 
Army  Corps  of  Engineers  improved  its  control  over 
construction  in  progress  and  engineering  and  design  costs  to 
the  extent  that  these  areas  are  no  longer  considered  to  be 
material  weaknesses.  The  Army's  annual  assurance  statement 
continues  to  report  Armywide  control  problems  to  bring 
attention  to  needed  corrective  actions. 

The  Defense  Finance  and  Accounting  Service  has  performed 
comparative  analyses  for  all  property  account  balances  and 
for  Army  National  Guard  accrued  annual  leave  balances. 

These  analyses  disclosed  potential  reporting  errors.  In 
February  1996,  the  Accounting  Service  alerted  the  National 
Guard  about  potential  errors  in  its  property  and  annual 
leave  data  and  the  need  for  a  corrective  action  plan.  This 
action  by  the  Accounting  Service  should  improve  the 
reliability  of  data  included  on  the  Army's  future  financial 
statements . 

One  of  the  more  important  actions  that  the  Army  began  prior 
to  FY  95  was  establishing  the  Senior  Level  Steering  Group  to 
oversee  action  taken  in  response  to  audits  conducted 
pursuant  to  the  Chief  Financial  Officers  Act.  This  group 
chartered  an  effort  to  develop  the  Stewardship  Improvement 
Plan,  which  was  to  be  the  Army's  plan  to  enable  it  to  better 
safeguard  the  Army's  resources  and  also  facilitate 
compliance  with  requirements  of  the  Act .  Implementation  of 
this  initiative  is  still  in  its  formative  stages. 


AUDIT  SCOPE  AND  METHODOLOGY 


Army  management,  with  support  provided  by  the  Defense 
Finance  and  Accounting  Service,  is  responsible  for: 

-  Preparing  the  annual  financial  statements  in  conformity 
with  applicable  accounting  principles. 

-  Establishing  and  maintaining  management  controls  and 
systems  to  provide  reasonable  assurance  that  the  broad 
control  objectives  of  the  Federal  Managers'  Financial 
Integrity  Act  are  met. 

-  Complying  with  applicable  laws  and  regulations. 

We  were  responsible  for  auditing  the  financial  statements 
and  evaluating  related  internal  controls  and  compliance  with 
laws  and  regulations.  In  carrying  out  these 
responsibilities,  we: 


Examination  of  the  Array's  FinaiS  Sutemems  for  Fiscal  Yean  1995and  1994  (AA  96-152)  Auditor’s  Repon/  Page  10 


8 


Appendix  A.  IG,  DoD,  Endorsement  Memorandum 


-  Evaluated  and,  as  necessary,  tested  relevant  internal 
controls  encompassing: 

o  Financial  statement  preparation  procedures, 
o  Wholesale  munitions. 

.o  Equipment  in  transit. 

O  Wholesale  equipment. 

-  Conducted  followup  reviews  on  previous  recommendations 
addressing:  . 

o  Retail  equipment, 
o  Accounting  systems, 
o  Problem  disbursements, 
o  Travel  advances, 
o  payroll, 
o  Real  property. 

O  Government  furnished  property. 

O  Contingent  liabilities. 

-  Tested  compliance  with  selected  laws  and  regulations. 

-  Assessed  data  contained  in  the  Overview  section  of  the 
annual  financial  report  for  consistency  with  data 
reported  in  the  financial  statements. 

We  didn't  conduct  audit  work  on  programs  that  are  classified 
for  national  security. 

To  the  extent  possible,  we  performed  our  work  in  accordance 
with  generally  accepted  government  auditing  standards  and 
Office  of  Management  and  Budget  Bulletin  93-06  (Audit 
Requirements  for  Federal  Financial  Statements) .  However,  as 
noted  above,  there  were  significant  limitations  to  the  scope 
of  our  work. 


TRANCIS  E.  REARDON,  CPA 
The  Auditor  General 


15  March  1996 
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DEPARTMENT  OF  THE  ARMY 
OFFICE  OF  THE  AUDITOR  GENERAL 
3101  PARK  CENTER  DRIVE 
ALEXANDRIA,  VA  22302-15K 

15  March  1996 


Secretary  of  the  Army 

This  is  the  auditor's  report  which  summarizes  the  results  of 
our  efforts  to  audit  the  Army's  Principal  Financial 
Statements  for  the  fiscal  years  ended  30  September  1995  and 
1994 .  We  performed  our  work  pursuant  to  the  Chief  Financial 
Officers  Act  of  1990  (Public  Law  101-576)  as  amended. 

We  were  unable  express  an  opinion  on  the  financial 
statements  primarily  because  of  inadequate  accounting 
systems  and  incomplete  or  unauditable  supporting  records. 

We  were  unable  to  apply  other  auditing  procedures  in  these 
areas  to  satisfy  ourselves  as  to  the  fairness  of  the  data 
presented. 

Brief  discussions  of  our  results  and  conclusions  are  in  the 
Significant  Matters  section  of  this  report.  More  detailed 
discussions  are  in  the  supporting  audit  reports  listed  m 
Annex  B . 

I  appreciate  the  courtesies  and  cooperation  extended  to  us 
during  the  audit . 


FRANCIS  E.  REARDON,  CPA 
The  Auditor  General 
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DEPARTMENT  OF  THE  ARMY 
OFFICE  OF  THE  AUDITOR  GENERAL 
3101  PARK  CENTER  DRIVE 
ALEXANDRIA,  VA  22302-1596 


Secretary  of  the  Army 


In  accordance  with  the  Chief  Financial  Officers  Act  of  1990, 
as  amended  by  the  Government  Management  Reform  Act  of  1994, 
the  Army  prepared  the  accompanying  Principal  Financial 
Statements  for  the  fiscal  years  ended  30  September  1995  and 
1994.  As  delegated  by,  and  in  coordination  with,  the 
Inspector  General,  DOD,  we  were  engaged  to  audit  the 
statements,  including  an  evaluation  of  related  internal 
controls  and  compliance  with  laws  and  regulations. 

We  were  unable  to  express  an  opinion  on  the  Army's  Financial 
Statements  for  the  fiscal  years  ended  30  September  1995  and 
1994.  The  main  reasons  for  our  disclaimer  were  inadequate 
accounting  systems,  lack  of  audit  trails,  and  unsupported 
amounts  for  several  types  of  assets,  liabilities,  and 
expenses.  Procedural  and  compliance  problems  also 
contributed  to  the  lack  of  reliable  amounts  on  the  Army's 
financial  statements.  We  present  details  on  our  disclaimer 
reasons  in  the  Significant  Matters  section  below. 

Internal  controls  weren't  fully  effective  to  protect  the 
Army's  assets,  ensure  compliance  with  laws  and  regulations, 
and  ensure  there  were  no  material  misstatements  in  the 
financial  statements.  As  a  result,  the  risk  of  material 
financial  misstatements  is  high.  The  Army  and  the  Defense 
Finance  and  Accounting  Service  have  recognized  these 
weaknesses  and  reported  them  in  their  FY  95  annual  assurance 
statements  on  management  controls.  We  present  details  in 
our  separate  report  on  internal  controls  and  compliance  with 
laws  and  regulations. 

Financial  data  in  the  Overview  and  the  Supplemental 
Financial  and  Management  Information  sections  of  the  Army's 
FY  95  Annual  Financial  Report  was  derived  from  the  same 
sources  as  the  financial  statements  and,  therefore,  may  not 
be  reliable. 

The  Defense  Finance  and  Accounting  Service  is  primarily 
responsible  for  correcting  the  Army's  accounting  system 
deficiencies.  However,  the  Inspector  General,  DOD 
challenged  the  Accounting  Service's  existing  strategy  for 
overcoming  these  deficiencies  in  a  draft  report  issued  on 
29  December  1995  to  the  Under  Secretary  of  Defense 
(Comptroller) .  Action  taken  as  a  result  of  the  Inspector 
General's  report  will  have  a  direct  effect  on  how  and  when 
the  Army  will  have  auditable  accounting  data. 
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SIGNIFICANT  MATTERS 


Our  work  showed  that  the  Army  continues  -to  experience  major 
financial  reporting  problems.  The  most  significant  of  these 
problems  severely  limited  our  audit  scope  and  caused  us  to 
issue  a  disclaimer  of  opinion  on  the  financial  statements. 
However,  we  also  noted  specific  areas  of  progress.  We 
summarize  the  main  reasons  for  disclaimer  and  the  progress 
areas  in  the  following  paragraphs.  More  detailed 
discussions  on  these  subjects,  including  specific 
recommendations,  are  in  the  supporting  audit  reports  issued 
separately. 

Main  Reasons  for  Disclaimer 

The  following  accounting  system  and  procedural  problems 
disclosed  by  our  audits  (both  current  and  prior)  are  the 
main  reasons  we  couldn't  issue  an  opinion. 


Accounting  Systems 

Deficiencies  in  the  Army' s  accounting  systems  constitute  the 
major  reason  for  our  inability  to  render  an  audit  opinion. 

The  accounting  systems  don't  have  integrated,  transaction- 
driven  general  ledgers.  Consequently,  data  for  physical 
assets  in  the  Army's  financial  statements  are  compiled  using 
"work-around"  procedures  and  data  from  management  systems 
not  intended  and  not  suitable  for  financial  reporting. 

The  accounting  systems  also  don't  produce  account -oriented 
transaction  files  (subsidiary  ledgers) .  Therefore,  the 
audit  trails  needed  to  verify  the  values  reported  for  cash- 
based  accounts  on  the  Army's  financial  statements  don't 
exist,  and  these  statement  balances  aren't  auditable. 
(Cash-based  accounts  reported  on  the  Army's  statements  for 
FY  95  included  about  $3.9  billion  in  accounts  receivable  and 
accounts  payable,  and  about  $60.8  billion  in  expenses.) 

Government  Furnished  Property.  The  Army's  accounting 
systems  don't  adequately  capture  the  value  of  government 
property  furnished  to  contractors.  In  prior  audits,  we 
recommended  that  the  Army  use  contractor  reports  as  an 
alternate  source  for  reporting  the  value  of  government 
furnished  property.  Because  the  data  in  these  reports  was 
prepared  from  the  accountable  records,  which  the  contractor 
maintains,  we  concluded  that  it  was  more  representative  than 
the  figures  available  from  the  Army's  accounting  systems. 

The  Army  agreed  to  use  the  contractors'  reports,  but  for  FY 
95  it  didn't  enter  the  value  of  property  related  to  Army- 
administered  contracts  into  the  DOD  database  for  government 
furnished  property.  As  a  result,  the  database  contained 
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contractor- reported  amounts  only  for  the  Army's  DOD- 
administered  contracts,  and  the  total  value  reported  for 
government  furnished  property  on  the  Army's  FY  95  financial 
statements  was  misstated.  We  couldn't  determine  the  exact 
amount  of  the  misstatement,  but  a  comparison  of  the  amounts 
reported  in  FY  94  and  FY  95  provided  an  indication.  In 
FY  94,  using  all  of  the  contractors'  reports,  the  Army 
reported  about  $15.5  billion  for  government  furnished 
property.  The  reported  amount  for  FY  95  was  about 
$8.3  billion. 

Unit  and  Installation  Property.  The  Army's  accounting 
systems  didn't  capture  the  values  of  equipment  and  real 
property  owned  by  field  units  and  installations.  Instead, 
the  values  reported  in  the  Army's  financial  statements  for 
unit  and  ins  tall  at  ion -owned  assets  were  derived  from  asset 
management  and  physical  accountability  systems.  However, 
the  data  in  these  systems  wasn't  complete  or  accurate.  As  a 
result,  we  couldn't  verify  the  values  reported  on  the  Army's 
FY  95  financial  statements  for  equipment  in  the  possession 
of  units  (about  $82.6  billion),  real  property  (about 
$34.6  billion),  and  unit  assets  in  transit  (about 
$500  million) . 

Wholesale  Assets.  The  data  in  the  accounting  systems  for 
wholesale  assets  wasn't  complete  or  accurate.  Not  counting 
munitions,  wholesale  assets  reported  on  the  Army's  FY  95 
financial  statements  (assets  in  storage  at  depots;  assets  in 
transit  between  contractors,  depots  and  using  units;  and 
assets  on  loan  to  other  governmental  entities)  totaled  about 
$23.7  billion.  The  accounting  system  data  for  these  assets 
either  wasn't  used  for  financial  reporting,  or  was  used  to 
report  asset  values  but  wasn't  auditable  or  consistent.  The 
accounting  system  data  wasn't  reliable  or  auditable  because 
inventory  transactions  sometimes  weren't  properly  processed, 
and  transactions  rejected  by  the  accounting  systems  often 
weren't  properly  resolved.  This  occurred  in  part,  because 
logistics  and  financial  personnel  weren't  sufficiently 
knowledgeable  on  how  their  respective  processes  and  systems 
interact . 


Equipment  Awaiting  Repair 

The  reported  value  for  unserviceable  equipment  awaiting 
repair  was  overstated.  These  assets  were  reported  at  full 
standard  price  (about  $14.3  billion)  in  the  Commodity 
Command  Standard  System,  but  their  value  should  have  been 
reduced  by  the  estimated  costs  to  repair  them.  We  reported 
this  problem  last  year  for  the  FY  94  statements,  and  the 
Army  agreed  to  reduce  the  equipment  balance  by  the  estimated 
repair  costs.  However,  sufficient  corrective  action  wasn't 
taken.  Defense  accounting  offices  were  told  about  the  need 
to  revalue  the  assets,  but  Army  commodity  commands  weren't 
told  to  calculate  estimated  repair  costs.  As  a  result,  the 
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unserviceable  assets  were  still  valued  at  full  standard 
prices.  We  couldn't  determine  the  amount  of  the 
understatement,  but  two  of  the  commands  we  audited  projected 
maintenance  costs  at  about  $729  million  over  5  years.  The 
full  price  value  of  the  unserviceable  reparables  at  these 
two  commands  was  about  $3.9  billion. 


Statement  Preparation 

The  process  the  Defense  Finance  and  Accounting  Service  used 
for  preparing  the  financial  statements  had  improved. 

Existing  controls  were  generally  enforced,  and  additional 
automated  procedures  were  employed  to  analyze  and  evaluate 
the  data.  Moreover,  some  detailed  reviews  were  conducted  to 
identify  and  explain  unexpected  balances  for  some  accounts- - 
especially  the  physical  asset  accounts.  However,  the 
Accounting  Service  didn't  adequately  address  or  couldn't 
explain  differences  in  several  cash-based  account  balances . 
Consequently,  unexplained  differences  exist  between  some 
account  balances  reported  on  the  Army's  Statements  of 
Financial  Position  for  FY  94  and  FY  95.  For  example, 
advances  and  prepayments  to  Federal  agencies  decreased  from 
$641  million  to  $90  million;  accounts  payable  to  non-Federal 
agencies  increased  from  $64  million  to  $1.3  billion.  We 
didn't  audit  these  differences  in  detail,  but  their 
existence  is  a  potential  problem  indicator. 


Basis  of  Accounting 

Office  of  Management  and  Budget  Bulletin  94-01  (Form  and 
Content  of  Agency  Financial  Statements)  specifies  the  form 
and  content  for  financial  statements  prepared  pursuant  to 
the  requirements  of  the  Chief  Financial  Officers  Act.  This 
bulletin  incorporates  a  hierarchy  of  accounting  principles 
to  be  used  until  a  comprehensive  set  of  accounting  standards 
are  issued  by  the  Director  of  the  Office  of  Management  and 
Budget  and  the  Comptroller  General.  In  conflict  with  this 
policy,  the  Under  Secretary  of  Defense  (Comptroller) 
requires  the  Army  to  prepare  its  financial  statements 
according  to  a  hierarchy  that  begins  with  DOD  Guidance  on 
Form  and  Content  of  Financial  Statements.  The  DOD  guidance 
and  the  Office  of  Management  and  Budget  guidance  differ  in 
several  areas,  such  as  accounting  terminology,  the 
presentation  of  fund  balances  with  Treasury,  the 
presentation  of  war  reserves,  and  the  recording  of 
contingent  liabilities.  Because  the  other  conditions 
discussed  above  necessitated  a  disclaimer,  we  didn't  perform 
detailed  audit  work  to  quantify  the  effect  of  the  DOD 
guidance . 
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Contingent  Liabilities 

DOD  policy  prevents  the  Army  from  following  Office  of 
Management  and  Budget  reporting  requirements  for  probable 
contingent  liabilities.  Consequently,  the  Army  has  a 
significant  amount  of  liabilities  which  aren't  recorded  on 
its  Statement  of  Financial  Position.  As  of  30  September 
1995,  the  Army  estimated  its  probable  contingent  liabilities 
to  be  $14.6  billion,  and  this  amount  is  disclosed  in  the 
footnotes.  However,  the  Army  has  not  yet  developed  and 
implemented  procedures  to  ensure  that  all  such  liabilities 
are  identified,  and  it  has  acknowledged  that  additional 
liabilities  likely  exist.  In  addition,  for  the  past  2  years 
the  Army  has  estimated  its  probable  contingent  liabilities 
to  be  about  $25  billion.  Although  the  footnotes  don't 
provide  specific  information  to  explain  the  $10  billion 
reduction  for  FY  95,  we  were  told  that  it  occurred  because 
DOD  funds  would  be  used  for  one  of  the  major  cost  categories 
and  because  revised  cost  estimates  were  lower  for  some  other 
categories.  Due  to  the  DOD  policy  prohibiting  the  recording 
of  contingent  liabilities,  we  didn't  conduct  detailed  audit 
tests  to  fully  verify  the  reasonableness  of  the  Army's 
estimates  or  its  conclusions  on  funding  responsibility. 
Nevertheless,  the  liabilities  on  the  Statement  of  Financial 
Position  will  continue  to  be  misstated  until  DOD  changes  its 
policy. 


Progress  Areas 

Army  leaders  have  acknowledged  the  existence  of  significant 
problems  and  have  taken  actions  to  address  them.  The 
Defense  Finance  and  Accounting  Service  has  also  taken  some 
specific  action  to  improve  the  Army's  financial  statements. 

The  Army  Chief  of  Staff,  in  his  July  1995  "State  of  the 
Army"  message,  emphasized  the  need  for  all  Army  managers  to 
ensure  that  the  resources  entrusted  to  them  are  closely 
safeguarded  and  used  efficiently.  The  Under  Secretary  of 
the  Army,  in  a  June  1995  message  to  Army  managers,  stressed 
the  importance  of  ensuring  that  the  Army's  management 
controls  are  adhered  to.  Additionally,  by  continuing  to 
emphasize  the  Army's  Joint  Reconciliation  Program,  the 
Assistant  Secretary  of  the  Army  (Financial  Management  and 
Comptroller)  has  achieved  significant  progress  in  reducing 
unmatched  disbursements,  negative  unliquidated  obligations, 
and  outstanding  travel  advances. 

We  also  found  that  management  controls  were  sufficient  to 
ensure  accurate  reporting  of  wholesale  munitions,  valued  at 
about  $27.9  billion.  Inventory  transactions  processed  by 
the  Commodity  Command  Standard  System  were  accurate,  prices 
in  the  standard  system  used  to  value  munitions  items  were 
generally  accurate,  and  storage  activities  reported  accurate 
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balances  on  hand.  In  addition,  the  Army  made  progress  in 
resolving  its  military  pay  control  weaknesses,  and  the  U.S. 
Army  ..Corps  of  Engineers  improved  its  control  over 
construction  in  progress  and  engineering  and  design  costs  to 
the  extent  that  these  areas  are  no  longer  considered  to  be 
material  weaknesses.  The  Army's  annual  assurance  statement 
continues  to  report  Armywide  control  problems  to  bring 
attention  to  needed  corrective  actions. 

The  Defense  Finance  and  Accounting  Service  has  performed 
comparative  analyses  for  all  property  account  balances  and 
for  Army  National  Guard  accrued  annual  leave  balances. 

These  analyses  disclosed  potential  reporting  errors.  In 
February  1996,  the  Accounting  Service  alerted  the  National 
Guard  about  potential  errors  in  its  property  and  annual 
leave  data  and  the  need  for  a  corrective  action  plan.  This 
action  by  the  Accounting  Service  should  improve  the 
reliability  of  data  included  on  the  Army's  future  financial 
statements . 

One  of  the  more  important  actions  that  the  Army  began  prior 
to  FY  95  was  establishing  the  Senior  Level  Steering  Group  to 
oversee  action  taken  in  response  to  audits  conducted 
pursuant  to  the  Chief  Financial  Officers  Act.  This  group 
chartered  an  effort  to  develop  the  Stewardship  Improvement 
Plan,  which  was  to  be  the  Army's  plan  to  enable  it  to  better 
safeguard  the  Army's  resources  and  also  facilitate 
compliance  with  requirements  of  the  Act.  Implementation  of 
this  initiative  is  still  in  its  formative  stages. 


AUDIT  SCOPE  AND  METHODOLOGY 


Army  management,  with  support  provided  by  the  Defense 
Finance  and  Accounting  Service,  is  responsible  for: 

-  Preparing  the  annual  financial  statements  in  conformity 
with  applicable  accounting  principles. 

-  Establishing  and  maintaining  management  controls  and 
systems  to  provide  reasonable  assurance  that  the  broad 
control  objectives  of  the  Federal  Managers'  Financial 
Integrity  Act  are  met. 

-  Complying  with  applicable  laws  and  regulations. 

We  were  responsible  for  auditing  the  financial  statements 
and  evaluating  related  internal  controls  and  compliance  with 
laws  and  regulations.  In  carrying  out  these 
responsibilities,  we: 
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-  Evaluated  and,  as  necessary,  tested  relevant  internal 
controls  encompassing: 

o  Financial  statement  preparation  procedures, 
o  Wholesale  munitions, 
o  Equipment  in  transit, 
o  Wholesale  equipment. 

-  Conducted  followup  reviews  on  previous  recommendations 
addressing: 

o  Retail  equipment, 
o  Accounting  systems, 
o  Problem  disbursements, 
o  Travel  advances, 
o  Payroll, 
o  Real  property. 

o  Government  furnished  property, 
o  Contingent  liabilities. 

-  Tested  compliance  with  selected  laws  and  regulations. 

-  Assessed  data  contained  in  the  Overview  section  of  the 
annual  financial  report  for  consistency  with  data 
reported  in  the  financial  statements. 

We  didn#t  conduct  audit  work  on  programs  that  are  classified 
for  national  security. 

To  the  extent  possible,  we  performed  our  work  in  accordance 
with  generally  accepted  government  auditing  standards  and 
Office  of  Management  and  Budget  Bulletin  93-06  (Audit 
Requirements  for  Federal  Financial  Statements) .  However,  as 
noted  above,  there  were  significant  limitations  to  the  scope 
of  our  work. 


^SSciS  E.  REARDON ,  CPA 
The  Auditor  General 


15  March  1996 
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Mote  IB  Continued 
Gamral  Funds 

21*7020  -  Mfftary  Construction,  Family  Housing 

21*7025  -  Operation  &  Maintenance,  Family  Housing 

21*1705*  National  Board  forth#  Promotion  of  Rifle  Practice,  Army 

21*1805  -  Cameterial  Expenses,  Army 

21*2010  -  ratary  Personnel,  Army 

21*2020  *  Operation  &  Maintenance,  Army 

21*2031  -  Aircraft  Procurement,  Army 

21*2032  -  Missfle  Procurement,  Army 

21*2033  -  Procurement  of  Weapons  and  Tracked  Combat  Vehicles,  Army 

21*2034  -  Procurement  of  Ammunition,  Army 

21*2035  -  Other  Procurement,  Army 

21*2040  -  Research,  Development,  Test  &  Evaluation,  Army 

21*2050  -  Military  Construction,  Army 

21*2060  -  National  Guard  Personnel,  Army 

21*2065  -  Operation  &  Maintenance,  Army  National  Guard 

21*2070  -  Reserve  Personnel,  Army 

21*2080  -  Operation  &  Maintenance,  Army  Reserve 

21*2085  -  Military  Construction,  Army  National  Guard 

21*2086  -  Military  Construction,  Army  Reserve 

Special  Funds 

21X5095  -  Wildlife  Conservation,  etc.,  Military  Reservations,  Army 
21X5098  *  Restoration,  Rocky  Mountain  Arsenal 

21X5194  -  DoD  50th  Anniversary  of  World  War  II  Commemoration  Account 
21X5285  -  Forest  and  Wildlife  Conservation,  Military  Reservations 
21X5286  -  National  Science  Center,  Army 


Deposit  Funds 

21X6001  -  Proceeds  of  Sales  of  Lost,  Abandoned,  or  Unclaimed  Personal  Property-Army 
21X6002  -  Personal  Funds  of  Deceased,  Mentally  Incompetent  or  Missing  Personnel,  Army 
21X6010  -  Army  Member  Savings  Deposit-Desert  Shield/Desert  Storm  Savings  Program 
21X6031  -  Effects  of  Mentally  Incompetent  Soldiers  -  United  States  Army 
21X6050  -  Employees’  Payroll  Allotment  Account  United  States  Savings  Bonds 
21*6060  -  Estates  of  Deceased  Soldiers,  Regular  Army 

21X6075  -  Withheld  Allotment  of  Compensation for  Payment  of  Employees  Organization  Dues 

21X6083  -  Withheld  Allotment  of  Compensation  for  Charitable  Contributions 

21X6105  -  Withheld  Employee  Contributions,  State  or  Territorial  Retirement 

21X6108  -  Employer  Contributions,  State  or  Territorial  Retirement 

21X6112  -  Withheld  Employee  Contributions,  State  or  Territorial  Disability  Benefits 

21X6113  -  Withheld  Employee  Contributions,  State  or  Territorial  Death  Benefits 

21X6129  -  Foreign  Texes  Withheld 

21X6131  -  Employee  and  Enployer  Contributions,  Private  Insurance  Plans,  Dept  of  the  Army 
21X6134  -  Amounts  Withheld  for  Civilian  Pay  Allotments 
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ANNEX  A 


Fund  Balance  with  Treasury  is  adpjsted  for  the  amount  of  undistributed  disbursements  and 
colections  reported  in  Ihe  departmental  expenditure  system.  A  corresponding  adjustment  is  also 
processed  to  both  accounts  payable  and  accounts  receivable  respectively.  These  transactions 
represent  Ann/s  in-float  (undistributed)  disbursements/collections  for  transactions  that  have  not 
bean  recorded  by  the  charged  funded  station  in  the  same  month  the  dtebursements/coflections  were 
processed.  See  Note  2.  "Fund  Balance  with  Treasury." 

a  Cash  and  Other  Monetary  Assets: 

Cash  in  the  accounts  of  Army  officials  was  reported  in  the  financial  statements  as  Xash  and 
Other  Monetary  Assets.*  Other  cash  reported  included  imprest  fund  and  undeposited  coflections. 

Army  cfisbursing  officers  also  maintain  small  on  hand  balances  of  foreign  currencies  when  acting  as 
an  agent  for  the  Treasury  Department  in  overseas  locations.  These  foreign  currency  balances  are 
reported  at  the  U.S.  Dollar  equivalent  using  the  exchange  rate  in  effect  on  the  last  day  of  the 
reporting  period.  See  Note  3,  “Cash,  Foreign  Currency,  and  Other  Monetary  Assets." 

I.  Accounts  Receivable,  Net: 

Accounts  Receivable  is  adjusted  for  the  amount  of  undistributed  collections  reported  in  the 
departmental  expenditure  system.  A  corresponding  adjustment  is  also  processed  to  Fund  Balance 
With  Treasury.  These  transactions  represent  the  Army’s  in-float  (undistributed)  collections  for 
transactions  that  were  not  recorded  by  the  charged  funded  station  it .  the  same  month  as  the 
collection  was  processed.  See  Note.  5,  ‘Accounts  Receivable,  Net" 

J.  Advances  and  Prepayments: 

Payments  to  public  entities  in  advance  of  the  receipt  of  goods  and  services  are  recorded  as 
non-federal  prepaid  advances  at  the  time  of  prepayment  Prepayments  amounting  to  S533.5  million 
were  recorded  in  the  Statement  of  Financial  Position.  They  are  recognized  as  expenses  when  the  related 
goods  and  services  are  received. 

Advances  included  $89.8  million  to  government  agencies  and  funds;  $109  million  to 
contractors;  $214.5  miUion  to  other  non-toderal  entities;  and  $63  million  to  travelers. 

K.  Inventory,  Net: 

The  inventory  balances  are  made  up  of  the  Army's  Conventional  Ammunition  Working  Capital 
Fund  (CAWCF)  inventory,  and  are  controlled  by  the  Ajmy  Materiel  Command.  Inventories  are 
primarily  comprised  of  industrial  stock  components  and  some  finished  end  items  awaiting  transfer  of 
ownership  to  a  customer. 

Currently,  inventory  is  not  recorded  in  the  financial  statements  at  the  approximate  historical 
cost  m  accordance  with  Statement  of  Federal  Financial  Accounting  Standards  Number  3, 

"Accounting  for  Inventory  and  Related  Property "  Instead,  Inventory  is  valued  at  a  standard  price 
(sale  price)  which  indudes  the  purchase  price  plus  cost  recovery  factors  (commonly  catted 
surcharges)  necessary  to  recover  operating  cost*  and  anticipated  inflation  rate  changes. 
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ANNEX  A 


As  of  September  30, 1995,  the  Army  was  committed  to  numerous  operating  leases  and  rental 
agreements.  Generally,  these  leases  and  agreements  were  for  the  rental  of  equipment,  space,  right 
of  ways,  and  operating  facilities. 

Real  property  assets  at  overseas  locations  were  redassified  during  FY 1 995  as  a  result  of 
implementing  the  DoD  accounting  policy.  The  policy  requires  that  real  property  assets  recorded 
under  foreign  government  agreements  permitting  DoD  occupancy  of  facilities  -  which  require 
maintenance  to  be  provided  by  DoD  -  be  recorded  as  a  capital  lease.  Consequently,  over  $5  billion 
dollars  of  assets  previously  recorded  as  other  than  capita!  leases  have  been  redassified  in  FY  95. 

Government  furnished  material  and  property  (GFM/GFP)  are  reported  monthly  in  the  depart¬ 
mental  general  ledger.  Contractors  are  required  to  maintain  accountable  records  for  GFM/GFP.  The 
contractor  data  is  used  to  supplement  the  general  ledger  balances.  Land  and  buildings  also  indude 
amounts  for  real  property  in  the  hands  of  contractors.  See  Note  15,  "Property,  Plant  and  Equipment* 

M.  Other  Entity  Assets: 

Other  Entity  Assets  indudes  items  classified  as  sensitive  equipment. 

N.  Accounts  Payable: 

Accounts  payable  for.  goods  and  services  are  generally  recognized  upon  receipt  of  a  receiving 
report  providing  notification  of  acceptance  of  goods  or  services.  The  account  is  adjusted  for  the 
amount  of  undistributed  disbursements  reported  in  the  departmental  expenditure  system.  A 
corresponding  adjustment  is  also  processed  to  Fund  Balance  with  Treasury.  These  transactions 
represent  the  Army's  in-float  (undistributed)  disbursements  for  transactions  that  have  not  been 
recorded  by  the  charged  funded  station  in  the  same  month  the  disbursement  was  processed. 

O.  Accrued  Payroll  and  Benefits: 

Accrued  payroll  and  benefits  represents  civilian  and  military  payroll  and  benefits  earned  but 
not  paid  as  of  the  end  of  the  accounting  month.  The  amount  is  accrued  in  the  financial  statements  as 
a  norvfederal  Bability.  FY  95  amounts  accrued  for  civilian  and  military  personnel  were  $644  million 
and  $982  million  respectively.  Accrued  Payroll  and  Benefits  includes  severance  pay  and  separation 
allowances  in  the  amount  of  $508  million. 

P.  Other  Liabilities: 

Payments  received  by  Army  from  entities  in  advance  of  the  delivery  of  goods  or  performance 
of  services  are  treated  as  unearned  revenue  and  recorded  as  a  liability.  Accrued  merged  year 
cancelled  budget  authority  (accounts  payable)  amounted  to  $45  million. 

Military  and  civilian  annual  leave  are  accrued  as  earned  and  reduced  as  leave  is  taken.  The 
military  pay  and  tivilian  pay  systems  compute  the  account  balance  based  on  current  pay  rates.  Sick 
and  other  types  of  leave  are  expensed  as  taken.  Accrued  liabilities  for  annual  leave  are  recorded  as 
unfunded  "Other  NorvFederal  (Government)  Liabilities*  and  "Future  Funding  Requirements"  in  the 
Statement  of  Financial  Position.  The  expense  is  financed  in  the  period  in  which  payment  is  required. 
See  Note  17,  "Other  Liabilities  * 
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A.  Stockpile  Materials: 

Stockpile  materials  are  strategic  and  critical  materials  held  due  to  statutory  requirements  for 
use  in  national  defense,  conservation  or  national  emergencies.  Army  has  $31.3  bfltion  in' stockpile 
materials  representing  ammunition  and  missiles.  Army  war  reserve  ammunition  and  missiles 
positioned  at  intermediate  supply  points  and  installations  have  been  combined  with  war  reserves 
stocked  at  wholesale  supply  activities  to  reflect  total  stockpile  materials. 


(Thousands) 


A.  Stockpile  Materials: 

(1)  Held  for  Sale 

(2)  Held  m  Reserve  For 
Future  Sale 

FY  95  Total 


B.  Restrictions  on  stockpile  materials  and  supplies: 

Stockpile  materials  are  not  held  with  the  intent  of  selling  in  the  ordinary  course  of  business. 


Stockpile 

Materials 

Amount 

Allowance 
for  Lossess 

Stockpile 

Materials 

Net 

Valuation 

Method 

$31,264,747 

$31,264,747 

$0 

$31,264,747 

$31,264,747 

N/A 

$30,461,203 

SO 

$30,461,203 

N/A 

Note  15.  Prop 


.  Plant  and  Equipment: 
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Government  furnished  material  and  property  (GFM/GFP)  are  reported  monthly  in  the 
departmental  general  ledger.  Contractors  are  also  required  to  maintain  accountable  records  for 
GFM/GFP.  The  contractor  data  is  used  to  supplement  the  general  ledger  balances. 


GFM/GFP 

Work  in  Process  GFM 
Construction  in  Proc-GFM 
Equipment  with  Contractors 


(Thousands) 

$1,565,949 

$1,434,738 

$5,322,759 


er  Liabilities: 


The  schedule  below  shows  those  liabilities  that  will  be  liquidated  with  funds  that  have  already 
been  received  (Covered  by  Budgetary  Resources)  as  well  as  those  liabilities  that  will  have  to  be 
funded  with  future  appropriations  (Not  Covered  by  Budgetary  Resources).  Additionally,  components 
making  up  the  balances  in  “Other  liabilities-  are  further  segregated  by  source  and  indude  “Other 
Federal”  (Intra  governmental)  and  “Non-FederaT  (Governmental). 


A.  Other  liabilities  Covered 

by  Budgetary  Resources:  Non* 

Current  Current 
Liabilities  Liabilities 

1.  Intragovemmental 

(1)  Unearned  Revenue  from  Fed.  Agencies  $794,9 

(2)  Deposit  Fund  354,6 

(3)  Cash  Advances  271,5 

(4)  Progress  BflKngs  to  Others  _ _  _ 3 

Total  SO  >1,421,5 


(Thousands) 


$794,965 

354,656 

271,587 

316 

$1,421,524 


$794,965 

354,656 

271,587 

316 

$l,421fS24 


$816,983 

544,462 

194^74 

_ 0_ 

$1,555,719 


2.  Governmental 

(1)  Unearned  Revenue  Adv. 

(2)  Non-Entity  Liabilities 
Total 


$181,822  $181,822  $364,297 

8,898 _ 8,898 _ 

$190,720  $190,720  $364,297 
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B.  Other  liabilities  Not  Covered 
by  Budgetary  Resources: 


1.  Intragovemmental 

(1)  Cancelled  Budget  Authority 

(2)  Accrued  Annual  Leave-Civ 

(3)  Accrued  Annual  Leave-Mil 

(4)  Other 
Total 

2.  Governmental 

(1)  Cancelled  Budget  Authority 

(2)  Accrued  Annual  Leave-Civ 

(3)  Accrued  Annual  Leave-Mil 

(4)  Other 
Total 


(Thousands) 


Non- 

Current 


SO 

so 

SO 

so 

$44,996 

713,513 

1,151,790 

133 

$44,996 

713,513 

1,151,790 

133 

$48,989 

590,148 

1,168,469 

190 

so 

$1,910,432 

$1,910,432 

$1,807,796 

The  Army's  permanent  civilian  employees  and  military  personnel  are  covered  under  the  Civil 
Service  Retirement  System  (CSRS),  Federal  Employees  Retirement  System  (FERS)  and  the  Military  Pay 
Retirement  System  (MRS)  plans. 

The  Army  funds  a  portion  of  the  pension  benefits  under  these  retirement  plans.  No  amounts 
are  reported  as  assets  or  Kabttties  in  the  financial  statements  because  the  funds  are  maintained  and 
reported  by  the  Office  of  Personnel  Management  for  CSRS  and  FERS;  and  DoD  for  MRS.  Overseas 
commands  obligate  mission  funds  to  pay  separation  and  severance  pay  for  Foreign  Nationals  m 
accordance  with  the  Status  of  Forces  Agreements. 

CSRS  -  Army  makes  matching  contributions  equal  to  7  percent  of  aviian  pay. 

FERS  -  Army  contributes  to  FERS,  Social  Security  and  TSP  for  civilian  employees  hired  after 
December  31. 1983,  or  CSRS  employees  that  elected  to  be  covered  under  FERS. 

MRS  •  Army  contributes  to  the  Military  Pay  Retirement  Fund  for  Active  Component  and 
Reserve/National  Guard  members. 

The  Army  also  contributes  to  the  FERS  Thrift  Savings  Plan  on  behalf  of  its  participating 
employees.  The  contributions  fated  on  page  64  were  made  to  the  retirement  plans  and  FERS  Thrift 
Savings  Plan  (TSP). 
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Retirement  Contributions 
(Thousands) 


$295,718.0 

351,539.7 

4,430,300.0 


$313,145.1 
368,016  1 
4,598,500.0 


On-the-job  injuries  under  the  Federal  Employees  Compensation  Act  (FECA)  are  administered 
by  the  Department  of  Labor  (DOL).  DOL  provides  an  actuarial  estimate  for  the  present  value  of 
future  daims  that  Army  would  be  expected  to  pay  in  future  years. 


Note  20.  Net  Position: 

Net  Position  is  comprised  of  the  following  components: 

Unexpended  appropriations  -  amount  of  budget  authority  remaining  for  disbursement  against 
current  or  future  obligations.  Unobligated  balances  are  classified  as  available  or  unavailable. 

Certain  unobligated  balances  are  restricted  for  future  use  and  are  not  available  for  current  use. 
•Undelivered  Orders"  represent  those  goods  and  services  that  have  not  yet  been  received/performed. 
Multi-year  appropriations  remain  available  to  the  Army  for  obligation  in  future  periods.  However, 
unobligated  balances  associated  with  appropriations  expiring  at  fiscal  year  end  remain  available 
only  for  obligation  adjustments  until  the  account  is  closed.  Generally  speaking,  accounts  dose  five 
years  after  the  appropriation  expires. 

Invested  capital  -  represents  the  net  investment  of  the  Government  in  the  Army.  Indudes  the 
initial  investment  and  subsequent  appropriations  to  finance  program  activities.  Also  induded  is  the 
net  balance  of  assets  and  liabilities  that  have  been  transferred  in  and  out  to  DoD  Components  or 
other  U.S.  Government  Agencies  without  reimbursement 

Cumulative  results  of  operations  -  represents  the  cumulative  net  difference  between  (1) 
expenses  and  losses  and  (2)  financing  sources  to  include  appropriations,  revenues  and  gains. 

Other-  represents  other  components  of  net  position  not  specifically  identified  above.  In  prior 
years  Army  financial  statements  showed  balances  in  this  account  relating  to  miscellaneous  receipts. 
New  guidance  from  the  Department  of  the  Treasury  requires  the  miscellaneous  receipt  balances  to 
be  exduded  from  Army's  "Net  Position"  since  the  receipts  are  considered  withdrawn  by  Treasury 
immediately  upon  collection.  Consequently,  FY  95  will  have  a  zero  balance. 
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Future  Funding  Requirements  -  Accrued  expenses  such  as  annual  and  miitaiy  luv«  earned 
but  not  taken  are  not  funded  in  the  period  the  expense  is  recorded.  These  future  funding 
requirements  ere  recognized  as  an  offset  to  "Net  Position." 


(TtMHMttds) 


Fund  Balance 

Trust 

Finds 

Appropriated 

tads 

FY  95 

Total 

FY94 

Total 

1.  Unexpended-Appro 
•  Unobligated 

•  Available 

$454 

$3,658,835 

$3,659,289 

$4,296,351 

•Unavailable 

0 

1,673,758 

1,673,758 

1,679,904 

•  Undelivered  Orders 

11 

22,633,054 

22,633,065 

22,878465 

2.  Invested  Capital 

3.  Cumulative  Results 

1,002 

$8,164 

190,550,007 

190.559,173 

197,561,952 

of  Operations 

4.  Other 

5.  Future  Funding 
Requirements 

740,912 

(3,162,745) 

0 

0262,510) 

(2,421,833) 

0 

0262,510) 

1,147.161 

404,533 

0159.557) 

FY  95  Total 

m 

$1,467 

$749,076 

$213,090,399 

$213,840,942 

$225,808,609 

A  breakout  of  tine  5  from  the  schedule  above  follows: 


(Thousands) 

Annual  Leave 

Workman's  Comp,  and  Med.  Claims 
Canceled  Budget  Authority  A/P) 
Other 

Total 


FY  95 
$1,865,303 
351,862 
44,996 
349 
$2,262,510 


FY  94 
$1,758,617 
351,761 
48,989 
190 

$2,159,557 
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Mote  22.  Other  Revenue  and  Financing  Sources: 


(Thousands) 


A.  Other  Revenues  and  Financing  Sources: 


(1)  Miscellaneous  Receipts 

SO 

S38 1,152 

(2)  Donated  Revenue 

0 

0 

(3)  Other  Gains 

807 

104 

(4)  Inventory  Gams 

443,976 

343,609 

(5)  Miscellaneous  Reimbursements 

467,395 

163,547 

tal 

$912,178 

$888,412 

B.  Other  Information: 

Other  revenues  and  financing  sources  include  miscellaneous  receipts,  donated  revenue  and 
inventory  and  other  gains.  Miscellaneous  receipts,  which  are  unavailable  for  agency  use  and  are 
returned  to  Treasury,  consist  of  license,  fees,  fines,  penalties  and  general  fund  receipts. 


Note  23.  Program  or  Operating  Expenses: 


(Thousands) 


perating  Expenses  by  Object  Classificatio 
)  Personnel  Services  and  Benefits 
)  Travel  and  Transportation 
)  Rental,  Communication  and  Utilities 
)  Printing  and  Reproducation 
)  Contractual  Services 
)  Supplies  and  Materials 
)  Equipment  not  Capitalized 
)  Grants,  Subsidies  and  Contributions 
)  Insurance  Claims  and  Indemnities 
)  Other: 

)  Totnl  Expenses  by  Object  Class 


n: 

$32,130,549 

$32,584,724 

1,576,052 

1,724,311 

1,300,887 

1,441,874 

50,472 

48,655 

13,661,243 

14,140,799 

4,001,708 

3,599,898 

485,688 

460,379 

90,693 

49,267 

447 

988 

1.178,240 

2,084,970 

$54,475,979 

$56,135,865 
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ANNEX  B 


SUPPORTING  AUDIT  REPORTS 


1.  Proposed  Adjustments  and  Comments  Regarding  Army's 
FY  95  Annual  Financial  Report  (AA  96-139) 

2.  Conditions  Found  in  Previous  Financial  Statement 
Audits,  Civil  Works,  U.S.  Army  Corps  of  Engineers 
(AA  96-137) 

3.  Report  on  Internal  Controls  and  Compliance  With  Laws 
and  Regulations  (AA  96-154) 

4.  Financial  Reporting  of  Wholesale  Munitions,  U.S.  Army 
Industrial  Operations  Command,  U.S.  Army  Missile 
Command  (AA  96-155) 

5.  Financial  Reporting  of  Wholesale  Equipment  (AA  96-160) 

6.  Financial  Reporting  of  Equipment  In  Transit  (AA  96-156) 

7.  Travel  Advances,  Defense  Accounting  Office,  U.S.  Army 
Missile  Command  (AA  96-157) 

8.  Standard  Operations  and  Maintenance,  Army  Research  and 
Development  System- -Status  of  Prior  Audit 
Recommendations,  Defense  Accounting  Office,  U.S.  Army 
Missile  Command  (AA  96-158) 

9.  Wholesale  Equipment,  Tobyhanna  Defense  Distribution 
Depot  (AA  96-159) 

10.  Audit  of  the  Compilation  of  the  Army's  FY  95  Financial 
Statements  at  the  Defense  Finance  and  Accounting 
Service  -  Indianapolis  Center  (Inspector  General,  DOD, 
Project  #5FI-2012) 


We  issued  the  Proposed  Adjustments  report  on  21  February 
1996,  and  the  Civil  Works  report  on  26  February  1996.  The 
other  reports  will  be  issued  after  the  date  of  this  report. 
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ANNEX  C 


-  OTHERS  RECEIVING  COPIES  OF  THE  REPORT 


Chief  of  Staff,  Array 
Under  Secretary  of  the  Army 
Vice  Chief  of  Staff 
Assistant  Secretary  of  the  Array 
Assistant  Secretary  of  the  Army 
Comptroller) 

Assistant  Secretary  of  the  Army 
and  Environment). 

Assistant  Secretary  of  the  Army 
Reserve  Affairs) 

Assistant  Secretary  of  the  Army 
and  Acquisition) 

General  Counsel 
Director  of  the  Army  Staff 


(Civil  Works) 

(Financial  Management  and 
( Installations ,  Logistics 
(Manpower  and 
( Research ,  Development 


The  Inspector  General 
Chief  of  Legislative  Liaison 
Chief  of  Public  Affairs 

Chairman,  Army  Reserve  Forces  Policy  Committee 
Deputy  Chief  of  Staff  for  Logistics 
Deputy  Chief  of  Staff  for  Operations  and  Plans 
Deputy  Chief  of  Staff  for  Personnel 

Assistant  Chief  of  Staff  for  Installation  Management 
Chief,  National  Guard  Bureau 

Deputy  Assistant  Secretary  of  the  Army  for  Budget 

Director,  Program  Analysis  and  Evaluation 

Commander  in  Chief,  U.S.  Army,  Europe  and  Seventh  Army 


Commanders 

U.S.  Army  Forces  Command 

U.S.  Army  Training  and  Doctrine  Command 

U.S.  Army  Materiel  Command 

U.S.  Army  Military  District  of  Washington 

U.S.  Army  Corps  of  Engineers 

U.S.  Army  Criminal  Investigation  Command 

U.S.  Total  Army  Personnel  Command 

U.S.  Army  Aviation  and  Troop  Command 

U.S.  Army  Communications-Electronics  Command 

U.S.  Army  Industrial  Operations  Command 

U.S.  Army  Missile  Command 

U.S.  Army  Tank  “automotive  and  Armaments  Command 
XVIII  Airborne  Corps  and  Fort  Bragg 
I  Corps  and  Fort  Lewis 
Anniston  Army  Depot 
Red  River  Army  Depot 

3d  Military  Police  Group,  U.S.  Army  Criminal  Investigation 
Command 
Directors 

U.S.  Army  Research  Laboratory 
U.S.  Army  Center  for  Public  Works 
Commandant,  U.S.  Army  Logistics  Management  College 
Director,  Center  for  Army  Lessons  Learned 
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ANNEX  C 


Inspector  General,  Department  of  Defense 
Directors 

Defense  Finance  and  Accounting  Service 

Defense  Finance  and  Accounting  Service- Indianapolis  Center 
Defense  Intelligence  Agency 

Defense  Logistics  Studies  Information  Exchange 
Commander,  Tobyhanna  Defense  Distribution  Depot 
Defense  Accounting  Officer 

U.S.  Army  Aviation  and  Troop  Command 
U.S.  Army  Communications-Electronics  Command 
U.S.  Industrial  Operations  Command 
U.S.  Army  Missile  Command 

U.S.  Army  Tank -automotive  and  Armaments  Command 
XVIII  Airborne  Corps  and  Fort  Bragg 
I  Corps  and  Fort  Lewis 
Anniston  Army  Depot 
Red  River  Army  Depot 

-Tobyhanna  Defense  Distribution  Depot 
U.S.  Army  Research  Laboratory 
Auditors  General 

Air  Force  Audit  Agency 
Naval  Audit  Service 
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Appendix  C.  Scope  and  Methodology 

Audit  Work  Performed.  To  fulfill  our  responsibilities  under  the  Chief 
Financial  Officers  Act  of  1990,  as  amended  by  the  Federal  Financial 
Management  of  1994,  for  determining  the  accuracy  and  completeness  ot  the 
independent  audit  conducted  by  the  AAA,  we  evaluated  AAA  s  qualifications 
and  independence,  reviewed  AAA's  audit  approach,  and  monitored  audit 
progress  at  key  points. 

Evaluation  of  AAA's  Qualifications  and  Independence.  Our 
determination  of  AAA’s  qualifications  and  independence  was  based  on  a  lengthy 
and  continuous  association  between  the  IG,  DoD,  and  the  AAA.  We  also  relied 
on  a  June  1992  determination  by  the  General  Accounting  Office  that  the  various 
DoD  audit  organizations  were  independent  and  capable.  Also,  the  GAO  had  no 
objections  to  the  IG,  DoD,  using  the  work  of  these  audit  agencies  in  discharging 
its  responsibilities  for  the  audit  of  the  financial  statements  of  the  various 
Military  Departments. 

To  determine  AAA's  independence,  we  reviewed  the  Government  Auditing 
Standards,  the  AICPA  Codification  of  Statements  on  Auditing  Standards,  and 
the  AICPA  Code  of  Professional  Conduct  for  independence  criteria.  We  also 
reviewed  testimony  given  by  the  Assistant  Comptroller  General,  Accounting  and 
Information  Division,  General  Accounting  Office  (GAO),  before  the  House 
Subcommittee  on  Government  Management,  Information  and  Technology, 
Committee  on  Government  Reform  and  Oversight.  In  addition,  we  reviewed 
IG  DoD,  Report  No.  APO  95-010,  "Report  on  the  Oversight  Review  of  the 
Organization  and  Staffing  of  the  DoD  Audit  Organizations  for  Audits  of 
Financial  Statements,"  dated  July  19,  1995. 

Review  of  AAA's  Audit  Approach.  We  used  the  President's 
Council  on  Integrity  and  Efficiency  "Federal  Financial  Statement  Audit 
Manual"  as  criteria  for  reviewing  AAA's  audit  approach.  Specifically,  we 
reviewed  the  following:  the  notification  letter,  opening  conference 

documentation,  strategy  formulation,  the  entity  profile,  the  general  risk 
analysis,  the  account  risk  analysis,  audit  programs,  and  cycle  memorandums. 

We  reviewed  any  additional  planning  documentation  we  deemed  necessary  to 
accomplish  the  audit  objective.  We  also  attended  and  participated  in  numerous 
audit  planning  workshops  throughout  the  course  of  the  audit. 

Monitoring  of  Audit  Progress  at  Key  Points.  Through  the  IG,  DoD, 
Integrated  Audit  Process  Team  and  the  Executive  Steering  Committee,  we 
provided  a  forum  for  a  centrally  managed  exchange  of  guidance  and  information 
leading  to  a  focused  DoD-wide  effort  to  audit  the  DoD  consolidated  financial 
statements,  to  include  the  supporting  financial  statements  of  DoD's  major 
components.  The  AAA  audit  of  the  Army  financial  statements  constituted  a 
significant  portion  of  this  DoD-wide  audit  effort.  Audit  initiatives  for 
monitoring  progress  of  the  audit  at  key  points  also  involved  attending  and 
participating  in  numerous  AAA  in-process  reviews  and  workshops.  We  also 


reviewed  and  commented  on  each  AAA  draft  audit  report,  including  the  audit 
opinion  report,  that  was  issued  in  relation  to  the  audit  of  the  Army's  financial 
statements  for  FYs  1995  and  1994. 

In  addition  to  the  above  oversight  procedures,  we  performed  other  procedures 
deemed  necessary  to  determine  the  fairness  and  accuracy  of  AAA's  audit 
approach  and  conclusions. 

Audit  Period,  Standards,  and  Locations.  We  performed  this  financial  audit 
from  May  16,  1995,  through  March  15,  1996.  The  audit  was  made  in 
accordance  with  auditing  standards  issued  by  the  Comptroller  General  of  the 
United  States,  as  implemented  by  the  IG,  DoD.  We  did  not  use  computer- 
processed  data  or  statistical  sampling  procedures  to  conduct  this  audit. 
Appendix  D  lists  the  organizations  we  visited  or  contacted. 
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Appendix  D.  Organizations  Visited  or  Contacted 


Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Defense  (Comptroller),  Washington,  DC 


Department  of  the  Army 

Army  Audit  Agency,  Alexandria,  VA 


Other  Defense  Organizations 

Defense  Finance  and  Accounting  Service,  Arlington,  VA 

Defense  Finance  and  Accounting  Service  Indianapolis  Center,  Indianapolis,  IN 
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Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Defense  (Acquisition  and  Technology) 
Director,  Defense  Logistics  Studies  Information  Exchange 
Under  Secretary  of  Defense  (Comptroller) 

Director,  Accounting  Policy 
Deputy  Chief  Financial  Officer 
Deputy  Comptroller  (Program/Budget) 

Assistant  to  the  Secretary  of  Defense  (Public  Affairs) 


Department  of  the  Army 

Assistant  Secretary  of  the  Army  (Financial  Management  and  Comptroller) 
Auditor  General,  Department  of  the  Army 
Commander,  U.S.  Army  Corps  of  Engineers 


Department  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management  and  Comptroller) 
Auditor  General,  Department  of  the  Navy 


Department  of  the  Air  Force 

Assistant  Secretary  of  the  Air  Force  (Financial  Management  and  Comptroller) 
Auditor  General,  Department  of  the  Air  Force 


Other  Defense  Organizations 

Director,  Defense  Contract  Audit  Agency 
Director,  Defense  Finance  and  Accounting  Service 
Director,  Defense  Investigative  Service 
Director,  Defense  Logistics  Agency 
Director,  National  Security  Agency 
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Non-Defense  Federal  Organizations 

Office  of  Management  and  Budget 

Technical  Information  Center,  National  Security  and  International  Affairs  Division, 
General  Accounting  Office 
Inspector  General,  Department  of  Education 

Chairman  and  ranking  minority  member  of  each  of  the  following  congressional 
committees  and  subcommittees: 

Senate  Committee  on  Appropriations 

Senate  Subcommittee  on  Defense,  Committee  on  Appropriations 
Senate  Committee  on  Armed  Services 
Senate  Committee  on  Governmental  Affairs 
House  Committee  on  Appropriations 

House  Subcommittee  on  National  Security,  Committee  on  Appropriations 
House  Committee  on  National  Security 
House  Committee  on  Government  Reform  and  Oversight 
House  Subcommittee  on  National  Security,  International  Affairs,  and  Criminal 
Justice,  Committee  on  Government  Reform  and  Oversight 
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Audit  Team  Members 


This  report  was  prepared  by  the  Finance  and  Accounting  Directorate,  Office 
of  the  Assistant  Inspector  General  for  Auditing,  DoD. 


F.  Jay  Lane 
Richard  B.  Bird 
John  J.  Vietor 
Craig  W.  Michaels 
Cheri  D.  Givan 
Susanne  B.  Allen 
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